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Avg. Daily Vol. (000): 337 TURNING ON THE TAPS

Market Capitalization (M): $126.7

Shares Out. (M) basic: 168.9 .

Shares Out. (M) fd: 168.9 Event - Good news from Ezzaouia field

Net Debt (M): ($31,995.0) Candax Energy announced surprisingly good results from its current
EARNINGS SUMMARY: workover program at the Ezzaouia field (31.4%). Current production

FYE Dec 2004A 2005A 2006A 2007E 2008E from the field is in the range of gross 3,000 b/d, ahead of expectations
Equivalent and prior to the two-well infill program scheduled for H2/07. As a result,
(nggyg)t:on 0 1357 560 1961 4,386 we are raising our production forecasts for both 2007 and 2008.

EPS: (0.10) (0.02) (0.00) 0.014 0.02

Operating Impact - Positive

EPS: (0.01) (0.01) (0.01) 0.01 0.02 ) )

P/Operating Production momentum has returned. Assuming a successful re-

EPS: (79.8x) (51.5x) (66.4x) 73.1x A47.8x development at El Bibane (scheduled to commence drilling early July),
CPPS: (0.10) .05 = 0.03 0.2 024 we anticipate Q4/07E production could reach 3,320 bopd (excluding gas
P/CF: (7.8x) 14.5x 245x  6.4x  3.1x p b g p g8

from El Bibane), compared to a Q2/07E average of 820 bopd. Moreover,
SHARE PRICE PERFORMANCE: full-year average 2008E production could climb by 6.9% to 3,550 bopd.
acﬁ)n(éTogrﬁcandcﬁEnser\%zllgcg)ggfcn; f;h oLuL B'Eagos;?T We are decreasing our 2007 operating EPS (fd) to $0.01 from $0.02 and
oo tpatly) e increasing our 2007 and 2008 operating CFPS (fd) estimates to $0.12
e and $0.24 from $0.11 and $0.23, respectively.
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15M| W\ M M‘ los We are maintaining our SPECULATIVE BUY rating and raising our
w FJ' target price from C$0.81 to C$1.00.
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COMPANY SUMMARY: Our emphasis for our target price is shifting from a net asset value focus
Candax Energy Inc. is an international energy company to a multiple of cash flow. We are making this change coincident with
involved in oil and gas exploration and production and the expected rise in company production as a result of the recent news
power generation. Candax has operations in Tunisia and . o . .
looks to expand into the Middle East and other parts of of better success at Ezzaouia and anticipated success at El Bibane. While
North Africa. With an experienced, international oil and execution risk remains, our target price of $1.00 represents a
gas knowledgeable management team inclusive of ive 4.2 ti f 2008 h fl d 4.0 ti
Michael Wood, President and CEO, John Clarke, Executive conservative 4.2 times our forecast cas OW an -0 times on a
Vice President and Chris Hopkins, CFO; Candax is primed debt-adjusted basis. Candax remains net debt-free with forecast working
for growth.

All amounts in C$ unless otherwise noted. Capltal of $25'5 million at year_end’

Canaccord Adams is the global capital markets group of Canaccord Capital Inc. (CCI : TSX|AIM)

The recommendations and opinions expressed in this Investment Research accurately reflect the Investment Analyst’s personal,
independent and objective views about any and all the Designated Investments and Relevant Issuers discussed herein. For important
information, please see the Important Disclosures section in the appendix of this document or visit
http://www.canaccordadams.com/research/Disclosure.htm.
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TURNING ON THE TAPS

On June 5, 2007, Candax Energy announced that the ongoing workover program at the
Ezzaouia field had been completed and that it resulted in a significant increase in
production. This was a positive surprise and exceeded our expectations, with gross
production increasing over threefold from 900 bopd to 3,000 bopd. Candax’s net share
(31.4%) of production of 1,100 bopd, from Ezzaouia, doubles its current production from
all of its combined onshore fields in Tunisia.

As mentioned in our Flash Update of May 22, 2007, Candax has contracted the West
Titania jack-up drilling rig with Seadrill which is in the process of being towed, currently
off the coast of Morocco, to the El Bibane field in Tunisia. The rig is expected to be fully
mobilized by the end of June with drilling operations expected to commence early July,
post-mobilization, and initial production starting during mid-Q3/07.

Starting during the third quarter and beyond, incremental production from the El Bibane
field and well workovers at Ezzaouia are expected to provide Candax with a steady stream
of higher cash flow. Most of the incremental cash flow impact is consistent with multiple
inventory liftings planned during H2/07 and beyond. See Figure 1 for our forecast of
Candax’s average daily production for 2007 and 2008.

Figure 1: Candax’s average daily production
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Source: Company reports, Canaccord Adams estimates

Revisiting our estimates

As a result of the unexpected positive workover results from Ezzaouia, we have updated
our 2007 and 2008 production outlook and estimates. We now expect production in 2007
and 2008 to increase to 1,700 bopd and 3,550 bopd from 1,350 bopd and 3,200 bopd,
respectively. We are decreasing our 2007 operating EPS (fd) estimate to $0.01 from $0.02
and increasing our 2007 and 2008 operating CFPS (fd) estimates to $0.12 and $0.24 from
$0.11 and $0.23, respectively. See Figure 2 for more information on the company’s
operating and financial results and our estimates.
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Figure 2: Operating and financial and forecast summary
Q1/07 Q2/07E  Q3/07E  Q4/07E 2007E  2007E 2008E 2008E
olid New old New

Net Income (877) (658) 1,147 2,121 2,906 1,734 2,720 2,703
Reported EPS (FD) -0.01 0.00 0.01 0.01 0.02 0.01 0.02 0.02
Operating EPS (FD) -0.01 0.00 0.01 0.01 0.02 0.01 0.02 0.02
Cash Flow 369 1,198 6,943 11,144 17,847 19,654 39,158 41,781
CFPS (FD) 0.00 0.01 0.04 0.07 0.11 0.12 0.23 0.24
Net Capital Spending (2,120)  (10,000)  (8,000)  (9,280) (29,400)  (29,400)  (30,000)  (30,000)
Net Debt/(cash) incl. Working capital (31,995  (23,193)  (22,136)  (24,000) (22,485 (24,293)  (31,643)  (36,074)
Liquids (b/d) 420 822 2,283 3,317 1,355 1,711 3,210 3,553
Gas (mmcf/d) 0 0 2 4 2 2 5 5
Equivalent (boe/d) 420 822 2,617 3,984 1,688 1,961 4,043 4,386

Note: Actual timing of the oil inventory liftings may vary from our expectations and may have an impact on cash
flow.
Source: Company reports, Canaccord Adams estimates

Shifting our valuation focus

With Candax’s growing production and cash flow, we our shifting our target price
emphasis from a net asset value focus to a multiple of cash flow. Candax shares previously
received support from its strong net cash position and value of its proven and probable oil
and gas reserves. This year is aimed at accelerating and maximizing the value of its oil and
gas assets through a workover and in-fill program at Ezzaouia and a redevelopment of the
El Bibane field, the results of which were expected to generate both higher production and
cash flow. The early results from Ezzaouia are positive and while risk remains, we
anticipate the El Bibane field development should commence in Q3/07.

Candax shares have rallied up to $0.75 in the last couple of days and are trading at 3.1
times our new 2008 cash flow estimate. With some execution risk remaining, we are using
a conservative target of 4.0 times 2008E debt-adjusted cash flow, equating to our $1.00
target price. We believe that as quarterly production and cash flow momentum builds, the
market will also adopt a similar approach.

Summary and conclusion

After a trying start for Candax, it appears the company is now getting some positive news
with the recent well results at Ezzaouia. Moreover, the arrival of the West Titania jack-up
drilling rig in late June and the commencement of the redevelopment at El Bibane is
expected to contribute significantly to results in late 2007 and into 2008. In this regard, the
Candax story is unchanged. The company’s financial position remains strong, and
operations are starting to turn the corner with strong gains now anticipated in 2007 and
2008. In our view, the possibility exists for a return to the Chaal prospect as well as the
deep Triassic at Ezzaouia, either of which offer potential significant upside. In addition,
Candax continues to pursue other investment opportunities in and around its core focus
areas in North Africa/Middle East. We believe Candax shares are relatively inexpensive
and are maintaining our SPECULATIVE BUY rating and increasing our target price from
C$0.81 to C$1.00.
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Investment risks

In addition to operating risks inherent in oil and gas exploration and production activities,
oil and natural gas price realizations and production may be lower or higher than our
forecasts. Collectively, these risks could impact the company's valuation and our forecasts.

Candax acquired producing assets that are mature with a relatively short reserve life and a
high water cut. There is no guarantee that all future volumes of production will occur in
sufficient quantities to make existing fields commercial. Two major fields (El Bibane and
Ezzaouia) currently represent greater than 95% of the proved value of Candax. Should
either of these fields experience a production-related problem for a prolonged period of
time, there could be a material impact on our financial and valuation estimates. Unless
new discoveries or assets are acquired, future cash flows from existing assets will decline
substantially, which may impact the future valuation of Candax. All producing and
potential properties are presently located in Tunisia. Although currently seen as a
relatively stable government, the company's operations, financial results, and valuation
could be adversely affected by events beyond its control taken by the current or future
governments with respect to policy changes regarding taxation, regulation, and other
business environment changes.
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APPENDIX: IMPORTANT DISCLOSURES

Analyst Certification:

Site Visit:

Price Chart:*

Distribution of Ratings:

Global Stock Ratings
(as of 1 May 2007)

Canaccord Ratings
System:

Risk Qualifier:

Each authoring analyst of Canaccord Adams whose name appears on the front page of this investment
research hereby certifies that (i) the recommendations and opinions expressed in this investment research
accurately reflect the authoring analyst’s personal, independent and objective views about any and all of the
designated investments or relevant issuers discussed herein that are within such authoring analyst’s coverage
universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by the authoring analyst in the investment
research.

An analyst has visited the issuers' material operations in Tunisia and corporate headquarters in Toronto. No
payment or reimbursement was received from the issuers for the related travel costs.
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Date Analyst Rating Target Price
17 09fzzfos TP Speculative Buy 1.50
2y 09/26/05 TP Speculative Buy 0.83
3 04/o4f0e TP Speculative Buy 1,33
4) 10/04f0s TP Speculative Buy 0.88
5y 03/0sf07 TP Speculative Buy 078

* Price charts assume event 1 indicates initiation of coverage or the beginning of the measurement period.

Coverage Universe IB Clients
Rating # % %
Buy 310 58.5% 41.9%
Speculative Buy 64 12.1% 71.9%
Hold 132 24.9% 34.1%
Sell 24 4.5% 4.2%

530 100.0%

BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.
HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.
SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.
NOT RATED: Canaccord Adams does not provide research coverage of the relevant issuer.

“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the
designated investment or the relevant issuer.

SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental
criteria. Investments in the stock may result in material loss.

Canaccord Adams Research Disclosures as of 7 June 2007

Company Disclosure

Candax Energy Inc. 1A, 2, 3, 7, 11 (John Zaozirny)
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1 | The relevant issuer currently is, or in the past 12 months was, a client of Canaccord Adams or its affiliated
companies. During this period, Canaccord Adams or its affiliated companies provided the following services
to the relevant issuer:

A. investment banking services.

B. non-investment banking securities-related services.

C. non-securities related services.

2 | In the past 12 months, Canaccord Adams or its affiliated companies have received compensation for
Corporate Finance/Investment Banking services from the relevant issuer.

3 | In the past 12 months, Canaccord Adams or any of its affiliated companies have been lead manager, co-lead
manager or co-manager of a public offering of securities of the relevant issuer or any publicly disclosed offer
of securities of the relevant issuer or in any related derivatives.

4 | Canaccord Adams acts as corporate broker for the relevant issuer and/or Canaccord Adams or any of its
affiliated companies may have an agreement with the relevant issuer relating to the provision of Corporate
Finance/Investment Banking services.

5 | Canaccord Adams or any of its affiliated companies is a market maker or liquidity provider in the securities of
the relevant issuer or in any related derivatives.

6 | In the past 12 months, Canaccord Adams, its partners, affiliated companies, officers or directors, or any
authoring analyst involved in the preparation of this investment research has provided services to the
relevant issuer for remuneration, other than normal course investment advisory or trade execution services.

7 | Canaccord Adams intends to seek or expects to receive compensation for Corporate Finance/Investment
Banking services from the relevant issuer in the next six months.

8 | The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in
the preparation of this investment research, has a long position in the shares or derivatives, or has any other
financial interest in the relevant issuer, the value of which increases as the value of the underlying equity
increases.

9 | The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in
the preparation of this investment research, has a short position in the shares or derivatives, or has any
other financial interest in the relevant issuer, the value of which increases as the value of the underlying
equity decreases.

10 | Those persons identified as the author(s) of this investment research, or any individual involved in the
preparation of this investment research, have purchased/received shares in the relevant issuer prior to a
public offering of those shares, and such person’s name and details are disclosed above.

11 | A partner, director, officer, employee or agent of Canaccord Adams and its affiliated companies, or a member
of his/her household, is an officer, or director, or serves as an advisor or board member of the relevant issuer
and/or one of its subsidiaries, and such person’s name is disclosed above.

12 | As of the month end immediately preceding the date of publication of this investment research, or the prior
month end if publication is within 10 days following a month end, Canaccord Adams or its affiliate
companies, in the aggregate, beneficially owned 1% or more of any class of the total issued share capital or
other common equity securities of the relevant issuer or held any other financial interests in the relevant
issuer which are significant in relation to the investment research (as disclosed above).

13 | As of the month end immediately preceding the date of publication of this investment research, or the prior
month end if publication is within 10 days following a month end, the relevant issuer owned 1% or more of
any class of the total issued share capital in Canaccord Adams or any of its affiliated companies.

14 | Other specific disclosures as described above.

Canaccord Adams is the business name used by certain subsidiaries of Canaccord Capital Inc., including
Canaccord Adams Inc., Canaccord Adams Limited, and Canaccord Adams, a division of Canaccord Capital
Corporation. Clients of Canaccord Adams, in the past 12 months, may have been clients of Canaccord Capital
Corporation, Canaccord Capital (Europe) Limited, Canaccord Capital Corporation USA Inc., and/or Adams
Harkness Financial Group Ltd.

The authoring analysts who are responsible for the preparation of this investment research are employed by
Canaccord Adams, a securities broker-dealer with principal offices located in Vancouver, Calgary, Toronto,
Montreal (all Canada), Boston, New York, San Francisco (all US) and London (UK).

In the event that this is compendium investment research (covering six or more relevant issuers), Canaccord
Adams and its affiliated companies may choose to provide specific disclosures of the subject companies by
reference, as well as its policies and procedures regarding the dissemination of investment research. To
access this material or for more information, please send a request to Canaccord Adams Research, Attn:
Disclosures, P.0. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2 or
disclosures@canaccordadams.com.

The authoring analysts who are responsible for the preparation of this investment research have received (or
will receive) compensation based upon (among other factors) the Corporate Finance/Investment Banking
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revenues and general profits of Canaccord Adams. However, such authoring analysts have not received, and
will not receive, compensation that is directly based upon or linked to one or more specific Corporate
Finance/Investment Banking activities, or to recommendations contained in the investment research.
Canaccord Adams and its affiliated companies may have a Corporate Finance/Investment Banking or other
relationship with the company that is the subject of this investment research and may trade in any of the
designated investments mentioned herein either for their own account or the accounts of their customers, in
good faith or in the normal course of market making. Accordingly, Canaccord Adams or their affiliated
companies, principals or employees (other than the authoring analyst(s) who prepared this investment
research) may at any time have a long or short position in any such designated investments, Related
designated investments or in options, futures or other derivative instruments based thereon.

Some regulators require that a firm must establish, implement and make available a policy for managing
conflicts of interest arising as a result of publication or distribution of investment research. This investment
research has been prepared in accordance with Canaccord Adams’ policy on managing conflicts of interest,
and information barriers or firewalls have been used where appropriate. Canaccord Adams’ policy is
available upon request.

The information contained in this investment research has been compiled by Canaccord Adams from sources
believed to be reliable, but (with the exception of the information about Canaccord Adams) no representation
or warranty, express or implied, is made by Canaccord Adams, its affiliated companies or any other person
as to its fairness, accuracy, completeness or correctness. Canaccord Adams has not independently verified
the facts, assumptions, and estimates contained herein. All estimates, opinions and other information
contained in this investment research constitute Canaccord Adams’ judgement as of the date of this
investment research, are subject to change without notice and are provided in good faith but without legal
responsibility or liability.

Canaccord Adams salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients and our proprietary trading desk that reflect opinions that are
contrary to the opinions expressed in this investment research. Canaccord Adams’ affiliates, proprietary
trading desk, and investing businesses may make investment decisions that are inconsistent with the
recommendations or views expressed in this investment research.

This investment research is provided for information purposes only and does not constitute an offer or
solicitation to buy or sell any designated investments discussed herein in any jurisdiction where such offer or
solicitation would be prohibited. As a result, the designated investments discussed in this investment
research may not be eligible for sale in some jurisdictions. This investment research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction
by any person or company that is not legally permitted to carry on the business of a securities broker or
dealer in that jurisdiction. This material is prepared for general circulation to clients and does not have
regard to the investment objectives, financial situation or particular needs of any particular person. Investors
should obtain advice based on their own individual circumstances before making an investment decision. To
the fullest extent permitted by law, none of Canaccord Adams, its affiliated companies or any other person
accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the
information contained in this investment research.

For Canadian Residents: This Investment Research has been approved by Canaccord Adams, a division of Canaccord Capital
Corporation, which accepts responsibility for this Investment Research and its dissemination in Canada.
Canadian clients wishing to effect transactions in any Designated Investment discussed should do so through
a qualified salesperson of Canaccord Adams, a division of Canaccord Capital Corporation in their particular

jurisdiction.
For United Kingdom This Investment Research complies with of the Financial Services Authority's Handbook's chapter on Conduct
Residents: of Business and is approved by Canaccord Adams Limited, which is regulated and authorized by the

Financial Services Authority, in connection with its distribution in the United Kingdom. This material is not
for distribution in the United Kingdom to private customers, as defined under the rules of the Financial
Services Authority. Canaccord Adams Limited accepts responsibility for this Investment Research and its
dissemination in the United Kingdom. The information contained in this Investment Research is only
intended for distribution in the UK to persons who qualify as intermediate customers or market
counterparties, as defined under the rules of the Financial Services Authority.

For United States Canaccord Adams Inc., a US registered broker-dealer, accepts responsibility for this Investment Research and

Residents: its dissemination in the United States. This Investment Research is intended for distribution in the United
States only to certain US institutional investors. US clients wishing to effect transactions in any Designated
Investment discussed should do so through a qualified salesperson of Canaccord Adams Inc..

For European Residents: If this Investment Research is intended for disclosure in any jurisdiction other than the United Kingdom, the
US or Canada, then the relevant rules and regulatory requirements of that jurisdiction will apply.
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Additional information is available on request.

Copyright © Canaccord Adams, a division of Canaccord Capital Corporation 2007. - Member IDA/CIPF
Copyright © Canaccord Adams Limited 2007. - Member LSE, regulated and authorized by the Financial
Services Authority.

Copyright © Canaccord Adams Inc. 2007. - Member NASD/SIPC

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under
copyright to Canaccord Adams, a division of Canaccord Capital Corporation, Canaccord Adams Limited, and
Canaccord Adams Inc. None of the material, nor its content, nor any copy of it, may be altered in any way, or
transmitted to or distributed to any other party, without the prior express written permission of the entities
listed above.







